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REPORT OF THE AUDITOR-GENERAL ON THE FINANCIAL STATEMENTS AND 
PERFORMANCE INFORMATION OF SAKHISIZWE MUNICIPALITY FOR THE YEAR ENDED 
30 JUNE 2007 


section aToftoof'" 

section 18 B of the Constitution of the 'Republic of SoutfAfr cf “riAa N^Toalf "is*! 


Of the MFMA municipalities have to include the audit 
financial ® for tabling within seven months after the end of 


3. 


Until tabled as required by section 127(2) the report 
therefore be treated as confidential. 


is not a public document 


and should 


4. 


As your municipality will be responsible for publishing the attached 
annual report, you are required to do the following please: 


audit report as part of the 


usuDmit the final printer's proof of the annual report (which includes the audit rennrt^ tn 
he relevant audit manager of the Auditor-General for verificafen of the ludilSted 
references before ,t is printed or copied. Special care should be taken wfth tL paS 
eferences in your report, since an incorrect reference could have audit implications. 

The signature at the end of the hard copy of the audit report should be scanned in whA^n 
preparing to print the report. The signature Auditor-General in the handwritina of the 
auditor authorised to sign the audit report, as well as the olace and nf cFr, 

to'lS' m fhat is^proviS 

electrons former authorised signature will be made available to you in 


PO Box 13252 Vincent 5217 Eastern Cape “ 72 ''“ 7 (oT« 70™ 



6. Your cooperation to ensure that ail these requirements are met would be much appreciated. 

7. Kindly acknowledge receipt of this letter. 


Yours Sincerely 


Caryn Boettger 
Senior Manager 


Enquiries; 

Telephone: 

Fax; 

Email: 


Caryn Boettger 
(043) 709 7200 
(043) 709 7300 
ca ryn b@ agsa .CO. za 
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REPORT ON THE FINANCIAL STATEMENTS 
Introduction 

1. I was engaged to audit the accompanying financial statement-^ of the q ■ 

MunlCpa,,,, which comprise .he £s,e'mL of «ni“ca™sit°' ^ Slo'™ 

then 'e„air°mrt =*H «»» Catemem for the yea, 

then ended, and a summary of significant accounting poiicies and other 

expianatorynotes, assetouton pages .... to .... pu'icies and other 

Responsibility of the accounting officer for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 

ui zyjune zuu/, and in the manner required bv the Lorai t 

Municipal Finance Management Act, 2003 (Act No. 56 o^f 2003) (MFMA) andihe 
enabling legislation. This responsibility includes; ^ Ovii-ma), and the 

designing, implementing and maintaining internal control relevant to the 
prepora ton and fair prascptalion o, flnancial sletemenK That aro fraf fror^ 
material misstatement, whether due to fraud or error 

selecting and applying appropriate accounting poiicies 
■ making accounting estimates that are reasonable in the circumstances. 

RGsponsibility of fho Auditor-General 

3. As required by section 188 of the Constitution of the Reoublir of 

1996 read with section 4 of the Public Audit Act, 2004 (Act No 25 of 2004) fP/Cki 
and section126 (3) of the MFMA, my responsibility is to exi^s an 

statements based on my audit in accordance with the Inte^rnationa" 
Standards on Auditing. Because of the matters discussed in the Basis Jo 
disclaimer of opinion paragraphs, I was. however, not able to obtain sufficien 
^ appropriate audit evidence to provide a basis for an audit opinion. 

Basis of accounting 

prepared in accordance with the Standards of 
Generally Recognised Accounting Practices fGRAP) and fh^ ettmna ^ t 
Generally Accepted Municipal Accounting Practices (GAMAP) prescribed^bv^the 
Minister in terms of General Notices 991 and no? nf onnn c ^ ^ t"® 

.rSE=-~“~=H2=S- 



Basis for disclaimer of opinion 
Accounting Records 


that could be relied upon to obtam financial systems 

necessary for audit purposes The fSl T considered 

documents, satisfactory explanations and various supporting 

balances and classes of transaction assertions T substantiate 

limitation of scope of the audit Alternath/TiSr h ® 

and, consequently, sufficient appropriate audid possible 

items, for example, could not be^^obSlSd 


Prior year comparative information 


6 . 




■3i.ai.ci fits/ U 


provided to the ai iHif^re- P caian 


prior year items, 
and general ledger 


accumuiated surplus to the value of R63,8 million 
other debtors to the value of R6,0 million 
■ creditors to the value of R6,9 million 
VAT payable to the value of R888 833 




government grant reserve to the value of R82 898 

rtSSs aCvaba'Lr^' co„p,eba„a.e exp,a„a„ 


or 


7. 


Whereas thTe w^rn^^tS^ 

provided to the auditors; P e trial balance and general ledger 


■ grants and subsidies to the value of R18,5 million 

rental of facilities and equipment income to the value of R67 755 
other income to the value of R3,8 million 
" general expenditure to the value of R4,4 million 
employee-related costs to the value of R12,7 million 
remuneration of councillors expenditure to the value of R871 73 1 
repairs and maintenance expenditure to the value of R673 586 
interest paid to the value of RI49 434 



10 . 


reconcfiiations of the above variances. 


Ki 


^ujjiprenensjve 


'^Apianaijons or 


general ledger an amount of R2 5 millTo^wasTponrf 

to prov,^e a comprehensive explanation or reconclllak^o^Ero^ 

equipment to the°valurom37^SllL Pnor year property, plant and 

ledger an amount of R37,3 mlor; 

pro.de^a comprehensive explanation or reconciliation cflhTatvT^arnc: S 

R1.38 million, whereaTplrtS^trial'^Sce^ overdraft balance of 

R33 264 was recorded, ManSement iarirhf f 
explanation or reconciliation of LTove Srircfof RtS^m 

IhT -^IuToTrus^T^^ '■eoaivables to 

amount of R269 148 was recorded * l^a'arice and general ledger an 

comprehencve explanation or reconcitlation^the ^ 


rvevenue and Income 

subsidies to the va!ue"o?R15,^2™n!' wte grants and 

section 123 of the MFMA. 2003 (Act No 56 S 2 S tJe t TT‘®' 
received by the municipality is disclosed as Rifi 7 income 

unable to provide a comprehensive exolanatin ’ ' ^^'^^Sonient was 

variances. iprenensive explanation or reconciliation of the above 


13. 


14. 


15. 


16 . 


is:rii;:?ita";raLi?reisLr^ »' 

recorded. Management was unable to provide^a T million was 

reconciliation of the above variance of R3 9 mjon. explanation or 

transactions amountin JT^R3 7 ° mS^J/as St subsidy journal 

purposes. The documentation and reS)rdrava?i?b,e™'?m 

allow for alternative audit procedures to verTy“rnaMransSnt^“^" 

- - -- 

value Of R2,1 



flH U 


SiilsSSH 

18. Sufficient appropriate audit evidence on the occurrence, completeness accuracy 

thereforrnot broteS """4.5 million could 

Consumer debtors 

19. The supporting and source documentation for consumer debtors’ icm.i 

era:*„rr„o,rrf„r“e^Ze:» 

processed through the financial system and statement of financial performance 


Expenditure 

StilL”""’'*”'''"*"'’ »< tr. Ive^vaZc: of 

yizzSore?sir,r/Se"rR7^zz“^ “™- 

recondiiation of the above vliancao°R60 872. or 

documentation was provided in support of expenditure transactions amounting to 



fm IS 


25. 


26. 


27. 


28. 


29. 


30. 


non-submission of documentation in support of the above 
transactions, jt was not possible to determine whether the m,, ■ ■ r* 
implemented alternative processes to ensure that the expenditure was procured 'in 
a transparent, fair and equitable manner. Consequently as a resuT oflhe 
material non-compliance, it is not possible to determine the extent of irrenular 
expenditure incurred by the municipality for the year ended 30 June 2007. ^ 

Expenditure amounting to Rf97 981 was incurred during the 2005-06 financial 

Accordingly, the 2006-07 year expenditure is overstated by R197 981 and thP 
opening accumulated surplus balance is understated by the same amount. 

Expenditure amounting to R229 768 was incurred during the 2006-07 financial 
the POOR 07 ^ recorded during the 2007-08 financial year Accordingly 

R22f768 «^Pendjture and accruals (current liabilities) are understated by 

The occurrence and accuracy of employee cost could not be verified due to the 

payTertoem^J "authorised 

Failure to stop salary payments to a terminated employee resulted in an 
overpaymant of R296 860. Such payments can be deemed as fSes^aS 

peSmanS.^ ' statement of financial 

Interest and penalty payments amounting to R129 882 were incurred durina the 
year. Such expenditure was deemed to be fruitless and wasteful but was not 
recorded as such in the statement of financial performance. 

Suffiaent appropriate audit evidence on the occurrence, completeness accuracy 

theisLrhotte^Ser' -"'<>"“"8 lO R24.7 coufd 


Current liabilities 


31. 


32, 


33. 

34. 


The supporting documentation to payables transactions and journals amountina to 
R1 ,8 million was not provided for auditing purposes. amounting to 

The municipality was a defendant in a claim lawsuit instituted by its service 
se^/ices rendered. Although the municipality Lposed the 
c aim, correspondence received in September 2007 from its attorneys and the 
mgh court revealed that the municipality was indebted to the amount of Rl 2 
million and the interest thereon, from 24 February 2onR imtii dato 

f was unable to determine whether this liability was recorded approSelTto toe 
financial records of the municipality. <='PPropnately in toe 

No supporting documentation was provided for the leave provision of R477 354. 

The current liabilities balance at year-end included a VAT creditor balance of R1 u 

mill, on . The Sou.h Afrioan Revanu, Servlcea ooold not co„ti™TfSa„oe 



PtH Jl® 


HI 4 miilion. The variance of R1,4 million was not confirmed and accordinalv mav 
not represent a valid payable at year-end. Accordingly, the disclosed amounts 
payable balance at year-end could be overstated. aisciosed accounts 

35. The statement of financial position discloses current year unspent conditional 

grants and receipts to the value of R3.8 million, whereas per the S balancfand 
to an amount of R3,6 million was recorded. Management was unable 

RI 9 T 2 S'' reconciliation of the above variance of 

36. The di^Bclosed creditors balance included debit balances to the value of R483 146 

e balances should have been reclassified as debtors Accordinniv tho 

y®ar-end could be overstated by R483 146 aJId the 
other debtors balance could be understated by R483 146 

The disclosed creditors balance included a credit balance of R509 473 that had 
not shown any movement since the previous financial year. The municipal tv faSS 
"^rpenditure incurred during the year under TS tolSinc 
capital expenditure, but only paid after year-end. Accordingly the existence^ 
valuation and completeness of the liabilities could not be verified 

Sufficient appropriate audit evidence on the existence, completeness valuation 

m^ifion obfigations of current liabilities amounting to R7 3 

million could therefore not be obtained. ^ ’ 


37. 


38. 


Property, plant and equipment 

39. The municipality did not maintain an adequate fixed asset register that contains 
e required information to verify the existence, completeness and valuation and 
ailocahon of the amounts recorded in the general ledger and disclosed in the 
financial statement for property, plant and equipment. 

The supporting and source documentation of asset journal transartion.. 
amounting to R7,0 million was not made available for audit purposes. 

The statement of financiaf position discloses current year property plant and 
equipment to the value of R38,2 million, whereas per the trial balance and no 1 
ledger an amount of R38,3 million was recorded " ' 

42. Sufficient appropriate audit evidence on the existence, completeness valuation 
and al ocation and rights and obligations of property, pl^nt and eqffipm^nt 
amounting to R38.3 miilion could therefore not be obtained equipment 


40. 


41. 


w-aaii ano DanK 

43. The supporting and source documentation for cash and bank Journal transactions 
amounting to R6,0 million was not made available to the auditors, 

44. The valuation of the municipality's disclosed call accounts is not correct There 
were variances identified between the disclosed bank balances and thj 



Frur J# 


45. 


46. 


confirmation letters received from the banks amountina to RQfi rs? thi. ■ 

Son I’V Rse 682 In ths atatemom of'Snsncfel 

Sufficient appropriate audit evidence on the existence, completeness valnatinn 

and afocation and nghts and obligations of cash and bank amountinq to R2 2 
million could therefore not be obtained. ‘amounting to R2,2 


Long-term receivables 


47. 


48. 


49. 


S24 Pf ths long-lem receivables balance as 

^86 .43 r„a“ e^t;2 

mprehensive explanation or reconcriiatlon of the above variance of R255 1 1 4 

p»« Pp 

Sufficient appropriate audit evidence on the existence rnmniftonccc . o- 

R?24i7Sbrs;s„‘siafirs -p- .a 


Accumulated surplus 


50. 


51. 


52 . 


accumulated surplus to 

the value of R34,1 million, whereas per the trial balance and aeneral J 

amount of 62.6 million was recorded. Management was unabte to orovlrirf^ 

the\?ovT:rrLo: 

ledger accounts couid not be provided for auditing purposes. 9enera 

Sufficient appropriate audit evidence on the existence, completeness valuation 
and allocation and rights and obligations of accumulated surp lus amoSS to 
R34,2 million could therefore not be obtained. ^ amounting to 



plH 


Funds and reserves 


m the funds and reL'r^es'genTral SnTr Tcc 

^—“fdar 

Government gran, resen.es amounting to R2°rn;nJorcl^,fnotrobtalnfr' 


riiianciai Statements 

54. The municipality was unable to comply with the minimi .m ai.r-i 

as determined by Generaflv Arr-ontaw '^‘®‘^’osure requirements, 

(GAMAP). and sections 123 124 and 125 nf th Accounting Practice 

Act in Iheir annual financial swemens for Ih. year e 330 J™T 2 otr®™°^ 






“■ oTn“„“pfrr;aX""r^a“e“^^ ^ ^l»,al™r of 

evidence to provide a basis for an audit nnin ^ sufficient appropriate audit 
Sakhisizwe Municipality Accordinalv ! do n^t financial statements of 

statements, ! do not express an opinion on the financial 

Emphasis of matter 
I draw attention to the following matters: 

Budget not aligned to system 

possible to trace all the budgeted fiaure^ nef ^^^^''^ingly, it was not 

accounts per the financial system. ^ ^ budget to the individual vote 


OTHER MATTERS 

I draw attention to the followinq matters that Am Arodii 

audit of the financial statements: responsibilities in the 

Non-compliance with applicable legislation and regulations 
Municipal Finance Management Act, 2003 (Act No.56 of 2003) 

material insLcl during S'S^Stelow- 



ptH 


Division of Revenue Act, .2005 (Act No. 1 of 2005): Section 27. 

Local Government: Municipal Systems Act, 2000 (Act No 32 of 2000)- 
Secnons 5, 6 . 7, 11. 21, 45, 59, 60, 63, 74, 75, sV 83, 97 98 99 aS 


Municipal Chain Management Regulations: Sections. 2. 3, 6. 7, 

‘ Value^Added Tax Act. 1991 (Act No. 89 of 1 991 ): Sections 20 and 28 

Basic Conditions of Employment Act, 1997 (Act No 75 of 1997 )- 
Sections 16 (1). ^ 199/), 

Municipal Systems Act, 2000 (Act No. 32 of 2000) (MSA): Section 57. 


Matters of governance 
Internal audit 


The func ion of the audit committee and internal audit was not performed at the 
municipa ity during the year under review, as required by sections 165 and 166 of 
the Municipal Finance Management Act. 2003 (Act Nrs^of 2 nm) th 


Fraud prevention plan and fraud risk assessment 


59. 


A fraud prevention and defection plan - and a fraud hotline 
municipality. Furthermore, fraud and other risk assessments 
at the municipality. 


did not exist at the 
were not performed 


computer information technology (IT) control environment had 
limited controls and poses a high fraud risk. There were no documented and 
forniaiised IT policies and procedures. There was no Disaster Recovery Plan and 
backups were not made regularly. There was inadequate physical secuTiWover IT 
software, the anti-virus programs were not sufficiently monftored o! 
updated on regular basis, and there were, no procedures and contrni=; in 

over the use of illegal software by municipal officials. ^ 

There^ were also vacant critical posts at the municipality which affected the 
municipality s objectives on service delivery, 





Personal gain from public business 


1. The mumcfpaiity has not followed up extensively on the possible conflicts of 
interest that may exist. The declaration of interest forms were not completed by all 
possibility that either the municipal council and 

such had n!! hi H involved in awarding municipal business, which as 

SUCH naa not been discfosed appropriately. 

Value-for-money matters 

62. The rnunicipality did not always obtain full value for money in relation to the 
ex^pejiditure on capital and infrastructure projects. The following are the findings 

■ Formal agreements/contracts were not signed with contractors 

■ Formal tender contracts were not available at the municipality or made 
available to the auditors on request. 

The contractors awarded capital projects at the municipality were not 
registered with the Construction Industry Development Board. 

Internal control 

63. Section 62 (1)(c)(i) of the MFMA states that the accounting officer must ensure 
that the municipality has and maintains effective, efficient and transparent 
systems of financial and risk management and internal control. The table below 
depicts the root causes of the matters indicated, as they relate to the five 
components of infernal control. In some instances deficiencies exist in more than 
one infernal control components. 


Reportmg item 


Control 

environment 




Revenue and income 
Accounts receivables 

Expenditure 

Payables 
Property, plant & 

equipment 

Cash and bank 

Accumulated surplus 
I Provisions 


Assess 
merit of 
! isks 


Control 

activities 


Information and 
communicdtion 


Monitoiing 




Control environment 

64. Accordingiy. the municipaiity did not establish the key elements of a control 
environment to achieve sound financial management. This resulted in a general 
lack of adequate policies and procedures in place to cover all financial cycle 
processes. An action plan to address matters reported in the special investigation 
on procurement and expenditure irregularities was not in place. Service^level 



Signed between the munictoalitv and fh=, f 
and service providers were lackina RnriLf ^ ^ ^ transferring departments 
management variances could not be explained by 

Control activities 


65. 


Monitoring 


»rxriToo™:iSr.„Te^:T»“ 

completion oflndlgentaRplSonS^^ ^ poor 

not signed and tender documents not kept a lacVof2L°o'l e^Pe^cliture 
and deposits, and non-compliance with legSation 


66 . 


- --stments. 

documentation, controlling private use ortel^ront’ vlT^and^ 

srre?e«r"^ ^LsLnTiiSirrs 


OTHER REPORTING RESPONSIBILITIES 
Reporting on performance information 

67. I was engaged to audit the performance information. 


accounting officer for the performance information 


riesponsiDiJity of the 

municipality in terms of section 46 of the Local Governmd^^f Prepared by the 
Act, 2000 (Act No. 32 of 2000) (MSA). Government; Municipal Systems 

Responsibility of the Auditor-General 

Generafwofee^ Ss oTSw Tss^edfn^ G? 

2007 a„<, section 45 ofthe MSA ll, SZf^Z ZffZ "" """ 

included performing procedures of an anrW nc^t, t foregoing my engagement 
evidence about the appropriate 

procedures. The procedures selected depend on the auditor's^dgeS''''^® 


Audit findings (performance information) 

71 . Non-compliance with regulatory requirements 


The Performance 
implemented at the 


Management System has not yet been established end 
municipality. As a performance report was not compiled at 



fm Jt 


Sakhisizwe Municipality for the financial 
objectives could not be tested. 


year ended 30 June 


2007, the performance 


appreciation 

PPrin, .Pa 

aM.otUpp''Se‘''^ 

East London 
29 April 2008 
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